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Special comment: We sent out an updated report about the VIX and its 

implications for how the stock market behaves because of it. This will be 

updated with graphs that show what the VIX did and what the S&P did at the 

same time over the past 15 years or so.   

 

 

Did you see those men on camels charging into Tahrir Square in Cairo - it 

reminded me of Lawrence of Arabia and since the life expectancy of a camel is 

around 40 years,  perhaps those camels that were running around yesterday 

were the same ones that I rode on many years ago when I was in Cairo as a 

tourist, and went  to the Pyramids and had my picture taken on them.  

 

So we are now in a market where if stocks do better, it is because earnings are 

coming in well for the fourth-quarter and economic reports show continued 

expansion and if stocks go lower, it is because the experts will tell us that 

there is “concern that the unrest in Egypt will spread through the region.” 

Certainly the market did not seem to do much of anything yesterday, as it 

needed a rest after the tremendous gains registered during the first two days 

this week, with the Dow finally breaching the 12,000 level and the S&P able to 

overcome the 1,300 level as well. This was the highest Dow close since June 

2008 and as was mentioned in yesterday’s notes, it made the Lehman Brothers 

(who?) bankruptcy seem once again like a bad dream that basically resulted in 

investors being forced to sell at generational low prices in late 2008 and early 

2009, and look at how many stocks have literally increased by 300 -400% since 

those lows - for shame on the market to have inflicted such ruinous losses on 

investors during that crash, and now look at where the Dow is as if nothing 

bad had ever happened.  

 

The Dow stayed in a very narrow range, rising to its best level of a 17 point 

intraday high right after 3pm, before it drifted off to a closing gain of 2 points. 

The other major averages all closed a bit lower, and breadth numbers were 

slightly negative at 14/16. The VIX also closed slightly lower, with a loss of .33 
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Market Update: 

 

DJIA:               12031 

S&P 500:          1302 

Nasdaq:           2748 

 

VIX:                  17.03 

 

10YR T-Note:     3.51% 

 

EUR/USD:        1.364 

 

Gold                  1356 

Crude Oil:        90.59 

 

Prices Current as of  

12:58 PM 

Source: Bloomberg 
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to 17.30, still in the middle of its current range of 15.35 to just over 20. The Dow 

got support from its industrial components, with the airplane manufacturer 

and the machinery manufacturer doing well, with the latter at an all-time high.  

 

Earnings continue to do nicely, as 72% of the 226 S&P companies to have 

reported for the fourth quarter beating their estimates, and this is in line with 

the percentage of the past four quarters. 

 

ADP came out with its estimate for tomorrow’s s jobs report, and they 

predicted that 187,000 private payrolls jobs were added, and this compares to 

the official estimate of 140,000. Remember last month they came out with an 

estimate for a gain of 297,000 private payroll jobs, which was a mere 184,000 

above the official number of 113,000, so what do they know? And their track 

record going back over the past two years is equally as dismal. The bond 

market sold off on this estimate, which may or may not turn out to be correct 

when the official results are released at 8:30am tomorrow morning. This selloff 

resulted in the highest 10-year Treasury note yield since last April, at 3.50%. 

This is also the bond market’s way of saying that Chairman Bernanke’s goal of 

raising all asset prices is going to lead to inflation down the road, and we have 

already seen this with record high prices for cotton, sugar, coffee and crude oil 

prices that are trading at levels that have no relation to reality.  

 

And the Euro, which had been on its own recent upside tear, cooled off a bit as 

Germany ruled out allowing the European Financial Stability Fund to support 

bond buybacks.  

 

After yesterday’s small changes in the averages, things started out a bit lower 

today, and at 10am we had  the release of the December factory orders report 

and the January ISM Non-Manufacturing Survey, and they both came in better 

than expected, with the latter increasing at its fastest pace since 2005, and let 

us remember that this indicator covers around 90% of the economy. For some 

reason, right after the release of those two good reports, stocks made a sharp 
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plunge to the lows of the day. The Dow declined by as much as 61 points at its 

worst level, which took it below 12,000, at 11,981. It has come back almost as 

fast and is only lower by around 2 points as this is being written. Perhaps the 

television sets and computer images showed a large number of camels 

charging into the anti-government demonstrators at the time of the lows, and 

then when the Dow recovered virtually all of that loss, the camels withdrew.  

 

The Dow is actually doing somewhat better than the broader market, as 

breadth numbers are still negative by around 13/16, which is much improved 

from the 1 to 2 negative reading when the Dow was on its low. For some 

reason, the consumer type stocks in the Dow are up a bit, after being poor 

performers lately. And this is despite the large pharmaceutical component 

getting sold off on its earnings report. 

 

Crude oil prices are down a bit, as they should be, as only 4.5% of world oil 

supplies are shipped through the Suez Canal and the Sumed pipeline, which 

was built alongside the canal to assure that supplies go through if there are 

any disruption in that waterway. And 14% of liquefied natural gas apparently 

goes through this area as well, and look at how depressed those prices remain 

despite the record cold temperatures and storms we have had in most parts of 

the U.S. this year.  

 

The VIX is now nominally lower, after having risen a bit in lock-step with the 

decline in the Dow.   

 

Otherwise, it would appear as if things could close with nominal changes once 

again, similar to yesterday, and if the averages end lower, then the mantra will 

be the one mentioned above, namely the Egypt situation, and if the averages 

end higher, then it will be the better economic reports and strong earnings. As 

of now, 74% of the 265 S&P companies that have reported have beaten the 

estimates. 
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The big event will be tomorrow’s jobs report, and it is unfortunate that ADP 

has once again perhaps raised the bar too high with their estimate for 187,000. 

It is a possibility that the number comes in worse than the official estimate of 

140,000 because of severe weather disruptions that the country had to deal 

with throughout the month of January. This can leave the market susceptible 

to a downside surprise and also a negative reaction in stocks, so this will be 

the important event that will end out the week. 

 

Earnings reports the next two weeks will virtually bring the earnings season to 

a close, and we do hear from the following Dow companies - Tuesday: DIS; 

Wednesday: CSCO, KO, among some other important companies as well. We 

will publish a more complete list on Monday.   

 

The S&P trades at 13.5 times forward earnings, and 15.7 times current 

earnings, if one assumes that this year’s earnings are going to come in at $82 

for the S&P and $92 for 2011. The average P/E multiple for the S&P going back 

to 1954 has been 16.2.  

 

According to the sector analysts who follow these companies individually, for 

all of 2010, earnings are projected to increase by +30%, which would be the 

most since 1995, followed by earnings increases of +15% in 2011, as reported 

by Bloomberg Financial, and this would be the largest two-year advance since 

the period ended in 1995. First quarter profits rose by +52%. Second-quarter 

profits rose by +49%, the third-quarter rose by +28%. The fourth-quarter is 

supposed to gain by +24%.  If these numbers do come to fruition, then S&P 

earnings should be around $83 for 2010 and between $93 to $95 for the S&P in 

2011. This would equate to around a 15% gain this year. The highest ever 

earnings for the S&P in one year took place in 2006, at $88.    
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After four consecutive quarters of negative G.D.P. growth, we now have five  

consecutive quarters of positive growth, starting with the third-quarter of 2009 

and continuing with every quarter in 2010 according to the Commerce 

Department. Economists now predict that G.D.P. expanded 3.2% in the fourth 

quarter, and for 2011, the prediction is G.D.P. growth of 3% and it is 3.2% in 

2012.      

 

 

Donald M. Selkin 
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Don Selkin is the Chief Market Strategist at National Securities Corporation, member FINRA/SIPC, (NSC) 

and provides the Fair Value analysis for CNBC each morning.  The commentary provided in this Market 

Letter is intended to provide our customers with timely market analysis and should not be considered a 

research report.  This Market Letter may contain, and is limited to: Discussions of broad based indices; 

Commentaries on economic, political or market conditions; Technical analyses concerning the demand and 

supply for a sector, index or industry based in trading volume and price; Statistical summaries of multiple 

companies’ financial data, including listings of current ratings; and, Recommendations regarding increasing 

or decreasing holdings in particular industries or securities.  This Market Letter does not make a financial 

or investment recommendation or otherwise promotes a product or service of the firm.   This Market Letter 

contains only news, facts, and commentary on information previously reported from a news source 

believed to be accurate and reliable by the author.  These news sources include the following:  {Bloomberg 

Financial, Reuters, Associated Press}. It is possible that at any given point in time, the author, NSC, or one 

or more of its employees or registered individuals associated with NSC, may hold a position, either long, or 

short, as well as options, bonds, or other instruments in the companies noted in this report.  This Market 

Letter is intended strictly for current National Securities Corporation customers only.  

Disclosures 


